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" The Subcommittee of the Senate Committee on 15h Overhead Limit 
Appropriations which is considering the appropria- is Strongly Opposed 
tion bill for the Departments of Labor and Health, 

Education, and Welfare heard testimony on May 6 and 7 in opposition to Section 
209 which would prohibit the payment of more than 15% overhead to recipients 
of grants for the conduct of research projects. Philip J. May, comptroller 

‘or and treasurer of Michigan State University, testified for the Council. He also 

, spoke on behalf of the Joint Committee of Business Officers of the American 

*- Association of Land-Grant Colleges and State Universities and the National 
Association of State Universities, of which he is chairman. He said in part: 

sate 

Our opposition to this restricting rider on the appropriation bill is 

in- based on these considerations: First, any arbitrary limitation of this kind 

pan is unrealistic unless there is an accompanying definition of terms; second, 

of the proposed allowance of 15 per cent is inadequate in many instances to 

be | reimburse the contracting universities for their indirect costs; and third, 
specific provisions of research contracts are properly matters for administra- 

a tive determination within broad lines of policy, not legislative action... 

y of The colleges and universities engaged in research know from experience 
that the Federal agencies sponsoring research projects have been zealous in 

ca- guarding against the waste of Federal funds going to nonprofit institutions, 
through evaluation of the cost factors involved. In fact the colleges and 

onal universities have contributed substantially from their own limited funds to 

and carry on such research... 

ce American colleges and universities are highly complex organizations 
differing both within themselves and among themselves. It is essential to 
keep in mind that unlike a business established to manufacture a certain pro- 
duct, universities are not created and maintained to perform research con- 


tract work. Their first obligation is to teach; research is an essential 
adjunct to their teaching, but it is not their primary concern... 


It is because they are so complex, and because they perform such a 
T variety of socially useful tasks that they do not conform readily to pro- 
cedures developed for application to business and industry. They are individu- 
alists, in the strongest sense of the word, and to enforce uniformity upon 
them, even indirectly, would be unwise, if not impossible. From the point of 
view of the business officers who serve them, it would be far preferable to 
leave the administration of research contracts to the departments and agencies 
concerned... 


The Federal Government is calling increasingly upon our universities to 
loan their trained minds and specialized laboratories in the national interest. 
It is a matter of gratification for all of us that the universities have re- 
sponded willingly and eagerly to this call for assistance. They do not expect 
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to profit from their research contracts with the Federal Government because, 
from the very beginning, we have operated as nonprofit institutions. But 
neither should they be asked nor expected to pay part of the research bill out 
of their appropriations, student fees, or income from endowments. If you allow 
the departments and agencies of the Government to continue to use their good 
judgment and discretion in the negotiation of research contracts, I can assure 
you that the universities will do their part to see that the agreements are 
fair and equitable and that the interests of the public are well protected. 


Similar testimony, on behalf of the Association of American Medical 
Colleges, was presented on the preceding day by Dr. Lowell T. Coggeshall, dean, 
Division of the Biological Sciences, University of Chicago. He said in part: 


It is becoming increasingly evident that the failure of the Government or 
for that matter private funds, to provide full indirect costs in connection with 
the medical research program is contributing to the financial difficulties of 
many of our great institutions of higher learning. As far as the Federal Govern- 
ment's over-all policy of support of research in our universities is concerned, 
there is considerable inconsistency. Some Federal agencies, notably the armed 
services and the Atomic Energy Commission, have provided full indirect costs on 
research projects, determination being made on a formula basis and one that will 
permit an institution to conduct an active, useful research program without 
financial loss or gain. On the other hand, the National Science Foundation and 
the Public Health Service, dealing in research matters relating directly to the 
health of the people, have lagged behind in their allowance for indirect research 
cost and now provide only 15 per cent of direct costs for administration, heat, 
power, light, library, et cetera. Our universities and medical schools have 
shown growing concern over this situation, particularly since the 1957 House 
action, in taking into consideration the Administration's request for full in- 
direct costs, not only felt it unnecessary to increase the percentage further 
but inserted in the Appropriations bill language which prohibited the payment of 
indirect costs in excess of 15 per cent of direct costs for any research grant. 

This seems unrealistic and illogical. In essence it stated that institu- 
tions of higher learning whose faculties were conducting research for the better- 
ment of mankind in their attempts to cure mental disease, heart illmess, and many 
other human frailities, could not expect to receive sufficient funds to cover 
the indirect costs of research but would have to draw from their reserves, if any 
or divert funds from their teaching programs, whereas other areas receiving 
Government money for research and development are receiving up to 100 per cent for 
overhead. To freeze at a low overhead rate of 15 per cent is unsound and in the 
long run will be harmful to our research institutions. There should be a common 
Government policy correcting this inequity... 


The conduct of medical research by the medical schools and ancillary re- 
search institutes has brought forth within the past two or three decades bene- 
ficial results which if previously predicted would have brought forth only 
derision upon the predictor. This remarkable advancement in medicine is going on 
at an accelerated pace and is recognized by practically every citizen, since he 
can usually point to someone in his own family whose life has been saved or greatly 
extended by some recent discovery or advance. What is not known or appreciated 
is that the institutions whose faculties are largely responsible for this near- 
miraculous progress are struggling against terrific fiscal odds and are engaged 
in one of the greatest "give-away" programs of all time. One of the reasons for 
this is that the expanding research program costs are such that the universities 
are now being forced to divert dollars which normally would go for improved 
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salaries or other basic educational needs so that they can compensate for the in- 
adequate support which their research is receiving. 

Federal grants for research are relatively new, as many of the increases 
have come subsequent to World War II. For example, Federal expenditures for all 
research in private institutions amounted to only approximately $15,000,000 at 
the beginning of World War II, while today it is in excess of a third of a billion. 
When a few projects were supported in an institution they could be absorbed with 
little or no additional cost on the part of the university, but since the programs 
have reached the size they now assume, the demand for accompanying dollars is so 
great that many institutions are becoming genuinely alarmed. The methods of 
adjustment are those that should not be considered, namely, failure to allocate 
funds for necessary salary raises or acquisitions of new staff, or the cutting 
back of the research efforts to a point where the fiscal difficulties due to 
inadequate research support are either eliminated or greatly minimized. Either 
of these courses would be unwise at a time when we need more physicians and medical 
scientists to care for the problems of an increasing population and particularly 


of a population in which there is an increasingly large number of people in the 
upper age brackets... 


Indirect costs are an accountable kind of costs which are directly involved 
in any specific project but have to do with the sharing of over-all administrative, 
plant operation, and other kinds of cost which if not carried by the project must 
be borne by the institution. The Blue Book formula has been accepted by institu- 
tions as an equitable method for the determination of the university's contribution 
to the indirect costs of any sponsored research project or program. A recent 
study by the National Science Foundation (to be released momentarily if it is not 
already available) describes this formula which establishes a rate based on total 
salary and wage expenditures for computing indirect costs. The median Blue Book 
rate of indirect costs was found to be 40 per cent for private institutions and 
38 per cent for public institutions, including those which are state-supported. 

One of the pertinent and most cogent findings of this report is shown in a total 
of $50,000,000 of Federally-supported projects; the total indirect costs amounted 
to $37.2 million. The government provided $25.6 million, or in other words failed 
by $11.6 million to meet the amount of the total indirect costs... 


A collection of the indirect costs for research by the author from a few 
adjacent institutions in the midwest is shown in the following table: 


1956 
INDIRECT COSTS FOR RESEARCH BASED ON 

University of A. Salaries B. Total Expenditures 
Michigan 42.0 
Illinois 

Urbana 37.2 30.9 
Chicago Professional 

School 51.0 39.2 

Indiana 46.0 29.7 
Minnesota 46.0 29.2 
Chicago 40.4 36.0 


The rate for the University of Chicago was determined by an outside auditor.... 


This is not a plea for a hidden subsidy -- or a request for the government 
to support medical education. It is a straightforward request for the Department 
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of Health, Education, and Welfare to pay its legitimate share of costs of medical 
research which is done for the betterment of mankind. Otherwise ow’ institutions 
will become still further impoverished as they make up their deficits from 
reserves or by diverting funds from other essential educational purposes. 


Mr. May, in support of his testimony, presented for the subcommittee record 
a copy of the statement by the Special Committee on Sponsored Research of the 
American Council on Education (See this Bulletin, Volume VI, Number 15). The 
names of the members of the subcommittee which has been holding these hearings 
are listed in this Bulletin, Volume VI, Number 12. 


More Funds Asked for Appearing before a postponed hearing of a Senate 
Educational Exchange Subcommittee on Appropriations considering funds 


for the Department of State, Dr. Walter H.C. Laves, 
chairman, Department of Government, Indiana University, testified for the Council 
on May 9. He urged full restoration of the State Department's $30 million budget 
request for the International Educational Exchange Program for fiscal year 1958. 
In addition to brief oral remarks, Dr. Laves presented a written statement on be- 
half of the Commission on Education International Affairs. He said in part: 


The Commission has asked that I concentrate on the following two points 
which it is particularly anxious for you to consider in connection with the appro- 
priation request for the Department of State's Educational Exchange Program: 


(1) International educational exchange is an undertaking essential to the 
development of the kind of international understanding which will prevent wars 
and promote peace and progress. It is not a luxury but a major activity in our 
national interest. 

(2) American universities and colleges have invested heavily in internation- 
al educational activities. The success of their investment is dependent in large 
part on an adequate Government program. 


If the Government program is cut to a level where it cannot operate effective- 
ly, private exchange activities will decrease in effectiveness and in extent. The 
Department of State's program is the heart and center of initiative for the whole 
international exchange movement. 

The Commission on Education and International Affairs has discussed at 
length the chief features of this $30 million budget request. We accept the 
Department of State's estimate that $30 million is needed for this program in the 
light of the recommendation made last year by the United States Advisory Commission 
on Educational Exchange, which is responsible, under the provisions of Public Law 
402, for appraising and making recommendations concerning the program. I refer to 
the Advisory Commission's recommendation to the Secretary of State, as reported 
in its Fifteenth Semi-annual Report to the Congress, that approximately $31 milli 
be budgeted for the Department of State's International Educational Exchange 
Program. 

(For background information and a list of the members of the Senate Sub- 
committee see this Bulletin, Volume VI, Number 13.) 
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